REPORT OF THE AUDITOR-GENERAL TO THE MUNICIPAL COUNCIL AND 

KWAZULU-NATAL PROVINCIAL LEGISLATURE ON THE FINANCIAL 

STATEMENTS AND PERFORMANCE INFORMATION OF THE KWADUKUZA 

MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2007 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the KwaDukuza 
Municipality which comprise the statement of financial position as at 30 June 
2007, statement of financial performance, statement of changes in net assets, 
cash flow statement for the year then ended, a summary of significant 
accounting policies and other explanatory notes as set out on pages [xx] to [xx]. 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the basis of accounting 
determined by the National Treasury, as set out in accounting policy note 1 and 
in the manner required by the Local Government: Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003) (MFMA). This responsibility 
includes: 

■ designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error 

■ selecting and applying appropriate accounting policies 

■ making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996, read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 
2004)(PAA) and section 126(3) of the MFMA, my responsibility is to express an 
opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing. 
Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance whether the financial 
statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the 
amounts and disclosures in the financial statements. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. 
In making those risk assessments, the auditor considers internal control relevant 
to the entity’s preparation and fair presentation of the financial statements in 
order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity’s 
internal control. 

6. An audit also includes evaluating the: 

• appropriateness of accounting policies used 

• reasonableness of accounting estimates made by management 

• overall presentation of the financial statements. 

7. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting 
Practice GRAP 1 Presentation of Financial Statements requires that financial 



reporting by entities shall provide information on whether resources were 
obtained and used in accordance with the legally adopted budget. As the budget 
reporting standard is still in the process of being developed, I have determined 
that my audit of any disclosures made by the KwaDukuza Municipality in this 
respect will be limited to reporting on non-compliance with this disclosure 
requirement. 

8. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis of accounting 

9. The municipality's policy is to prepare financial statements on the basis of 
accounting determined by the National Treasury as set out in accounting policy 
note 1. 

Opinion 

10. In my opinion the financial statements present fairly, in all material respects, the 
financial position of the KwaDukuza Municipality as at 30 June 2007 and its 
financial performance and cash flows for the year then ended, in accordance 
with the basis of accounting determined by the National Treasury as set out in 
accounting policy note 1 and in the manner required by the MFMA. 

Emphasis of matter 

Without qualifying my audit opinion, I draw attention to the following matter: 

11. Basis of accounting (departures and deviations) 

As set out in accounting policy note 1, the National Treasury approved a 
deviation from the basis of accounting applicable to the municipality in terms of 
General Notice 552 of 2007 issued in Government Gazette No. 30013 of 29 
June 2007. 

OTHER MATTERS 

I draw attention to the following matters that are ancillary to my responsibilities in the 

audit of the financial statements: 

12. Material non-compliance with applicable legislation 
Basic Conditions of Employment Act 

An approved overtime policy could not be produced during the audit. However, a 
number of employees worked overtime in excess of the limits set out in section 
10 of the Basic Conditions of Employment Act, 1997 (Act No. 75 of 1997). 

Municipal Finance Management Act 

An effective revenue and debt collection system was not in place as required by 
section 64(2)(a) of the MFMA. The accounting officer did not take reasonable 
steps to ensure the timely recovery of rates and housing debtors. This is non- 
compliance with the MFMA. 

13. Material corrections made to the financial statements submitted for audit 

The financial statements approved by the accounting officer and submitted for 

auditing on 4 September 2007 have been significantly revised in respect of the 

following misstatements identified during the audit: 

• Reserves were written off in terms of paragraph 22 of the Standard of Generally 
Recognised Accounting Practice, GRAP 3 Accounting Policies, Changes in 
Accounting Estimates and Errors. This resulted in a cumulative reduction in 
reserves and an increase in accumulated surplus amounting to R402,2 million. 

• The adjustment in the carrying amount of a loan receivable amounting to R7,l 
million, in respect of the settlement for the transfer of water assets to llembe 



District Municapility, was disclosed as a change in estimate in note 41 to the 
financial statements. 

• The housing operating account was misstated as a result of prior period errors 
and this resulted in the account balance of R66 million not agreeing with the 
deficit of R18 million disclosed in the statement of changes in net assets. The 
adjustment, processed in terms of paragraph 42 of the Standard of Generally 
Recognised Accounting Practice, GRAP 3 Accounting Policies, Changes in 
Accounting Estimates and Errors, resulted in an increase of R114,2 million in the 
housing operating account and a decrease in the government grant reserve and 
accumulated surplus of R84,l million and R30,l million, respectively. 

• Note 40 to the financial statements was restated by R17,7 million to include 
future minimum lease receipts and to straight-line lease income, as required by 
paragraph 56 of the South African Statements of Generally Accepted Accounting 
Practice, IAS 17 Leases. 

• Outstanding cheques of R14,5 million and oustanding deposits of Rl,5 million, 
which was incorrectly included in the balance of bank and cash, had been 
reclassified to accounts payable and accounts receivable, respectively. 

• The current year's depreciation in respect of assets financed from the 
capitalisation reserve had not been transferred to the accumulated surplus/deficit 
in terms of accounting policy note 5 to the financial statements. Therefore 
reserves were written off in terms of paragraph 22 of the Standard of Generally 
Recognised Accounting Practice, GRAP 3 Accounting Policies, Changes In 
Accounting Estimates and Errors. 

• Accumulated depreciation/backlog depreciation had been incorrectly calculated 
on certain assets. Accumulated depreciation was reduced by an amount of R14,6 
million, with a corresponding increase in accumulated surplus. This was 
disclosed as a prior period error in note 36.2 to the financial statements. 

• The proceeds on the sale of municipal land and buildings were incorrectly 
included in the creditors’ ledger. The adjustment resulted in a decrease in 
accounts payable and an increase in accumulated surplus by R5,5 million. 

• The overall bad debt provision was mistated by Rl,l million. The provision had 
been reduced by this amount, resulting in a corresponding increase in 
accumulated surplus. 

• The municipality had stated trade creditors net of VAT, resulting in an 
understatement of accounts payable by R2,3 million. Accounts payable were 
increased by this amount with a corresponding increase in accounts receivable. 

14. Value-for-money matters 

• A tender was not awarded within two months of the advertised closing date. 

• The formal contract agreements between the municipality and the contractors 
were not signed in time by the municipality due to disagreements with the 
contractors. Furthermore, certain agreements inspected were not signed by the 
municipality’s representative. 

• Amounts budgeted for housing projects were not utilised and no explanations for 
the R4,7 million savings was provided. 

• Certain infrastructure projects were budgeted for but not undertaken resulting in a 
savings of 20% or more amounting to R3,2 million. 

• An average vacancy rate of 30% in the 2006-07 exists for the year under review, 
which could impact negatively on service delivery and effective segregation of 
duties. 

15. Internal control 

Section 62(l)(c)(i) of the MFMA states that the accounting officer must ensure that 

the municipality has and maintains effective, efficient and transparent systems of 

financial and risk management and internal control. The table below depicts the root 

causes of the matters indicated, as they relate to the five components of internal 



control. In some instances deficiencies do not exist in any or existed in more than 
one internal control component. 
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16. Unaudited supplementary schedules 


The municipality provided supplementary information in the financial statements on 
whether resources were obtained and used in accordance with the legally adopted 
budget, in accordance with Standard of Generally Recognised Accounting Practice, 
GRAP 1 Presentation of Financial Statements. An accounting standard on the 
presentation of budget information in the financial statements has not been 
developed by the local standard setter. In the absence of such a standard, I do not 
express an opinion on the budget information presented in the financial statements. 

OTHER REPORTING RESPONSIBILITIES 

Reporting on performance information 

17. I was engaged to audit the performance information 
Responsibilities of the accounting officer for the performance information 

18. In terms of section 121(3)(c) of the MFMA the annual report of a municipality 
must include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA). 

Responsibility of the Auditor-General 

19. I conducted my engagement in accordance with section 13 of the Public Audit 
Act, 2004 (Act No. 25 of 2004) read with General Notice 646 of 2007, issued in 
Government Gazette No. 29919 of 25 May 2007 and section 45 of the MSA. 

20. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

21. I believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings. 




Audit findings 

22. Non-compliance with regulatory requirements 
Content of integrated development plan 

The KwaDukuza Municipality’s integrated development plan was not aligned to the 
growth and development strategy of the provincial government, as required by 
section 26(d) of the MSA. 

Existence and functioning of a performance audit committee 

The KwaDukuza Municipality did not appoint and budget for a performance audit 
committee, neither was the audit committee utilised as the performance audit committee. 

Internal auditing of performance measures 

The internal audit processes and procedures did not include assessments of the 
functionality of the KwaDukuza Municipality’s performance management system and 
whether the system complied with the requirements of section 45(a) of the MSA. 

23. Lack of sufficient appropriate audit evidence 
Access to records 

I was unable to obtain sufficient appropriate audit evidence in relation to the 
performance information of the KwaDukuza Municipality, as I was unable to obtain 
access to the following records pertaining to the programmes/objectives/key 
performance indicators listed below: 

• The performance information to be published in the annual report was not 
provided for auditing. 

• A copy of the reports drafted at the completion of the professional teams’ 
investigations was not provided for audit purposes and documents detailing the 
final inspection of houses by a monitor from the Department of Housing were 
not in the project file. 

• The social compact agreement, which was the agreement signed between the 
community, the municipality and the Department of Housing relating to the 
occupation of housing was not in the project file. 

• The minutes of meetings during which targets and the key performance indicators 
were set were not provided for audit purposes. 

• The performance management system document could not be located. 


APPRECIATION 

24. The assistance rendered by the staff of the KwaDukuza Municipality during the 
audit is sincerely appreciated. 


Pietermaritzburg 


4 December 2007 



